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KEY ECONOMIC INDICATORS 
(All values in million $US unless otherwise stated ay) 


Estimated 
Growth Rate 


1974 1975 1976 1975 1976 
INCOME AND PRODUCTION A B Cc D E 


GNP at Current Prices 2/ 46680 53485 66300* 14.6 24.0 
GNP at Constant Prices (2533 Prices) 2/ 46680 48948 54600* 4.9 11.5 
Per Capita GNP, Current Prices in $ 2/ 1415 1573 1890* 12.0 19.9 
Investment as % of GNP, Current Prices 2/ 17.9 30.3 N/A 
Indices (2528 = 100) (Quarterly Avg.) 
Industrial Production 3/ 203.4 237.1 271.1 16. 18. 
Industrial Wages 3/ 272.6 382.7 499.5 40. 35. 
Oil Production Mil. BBLs (NIOC) 2198 1953 2120* -11. 8. 
Wheat Production Thous. MT* 3700 4900 5000 32. 2. 


MONEY AND PRICES 
Money Supply (Monthly Avg.) 4/ 3240 5003 6567 54. 35. 
Minimum Effective Bank Interest Rates (10/76) 
CBI Discount 9 8 8 
Import Financing 11 ae 11 
Other Short-Term 13 13 13 
Indices 4/ (Monthly Avg.) 
Consumer Prices (2533 = 100) 96.2 108.5 117.6 
Wholesale Prices (2528 = 100) 149.2 158.0 168.4 


BALANCE OF PAYMENTS AND TRADE 

Net Gold and Foreign Exchange Reserves 4/ 7154.5 6760.2 6662.7 

Public External Debt (Excl. Military/ 
Supplier Credits)*2/ 2923 2494 N/A 

Basic Balance of Payments 2/ 5076 “99% 600* 

Oil Export Revenue 16799 18747 20870* 11. ‘ 

Non-Oil Exports, FOB (MEAF) (Incl. gas) 763 705 720* -7. 2. 
U.S. Share (%) 7.6 5.5 N/A 

Non-Military Imports, CIF Customs Basis (MEAF) 5547 10304 12160* 85. 18. 
U.S. Share (%) 17.8 19.8 N/A 

Main Imports from U.S. 1975: 
Cereals 457.0; Machinery and Parts 395.0; Vehicles other than Railway 344.5; Iron 
and Steel Products 195.3; Vegetable and Animal Oil 166.4; Electric Machinery and 


Parts 91.4; Chemical Fertilizers 77.9; Pharmaceutical 27.9; Misc. Chemical Pro- 
ducts 25.6. 


Ris. 67.50 = $1.00 for 1974, Rls. 68.00 for 1975 and Rls. 70.00 for 1976. Constant 
GNP at 2533 rate of Rls. 67.50. 
Data for or as of end Iranian Year 2533 (March 20, 1975) for Column A, 2534 (March 20, 
1976) for Column B; Estimates in Column C are for 2535 (Ending March 20, 1977). 
First six months for 1976, Column C. 
First nine months for 1976, Column C. 
Embassy Estimates. 
Sources: Central Bank of Iran unless indicated; Ministry of Economic Affairs and 
Finance (MEAF); National Iranian Oil Company (NIOC) 





SUMMARY 
x 
Iran's economy this year is benefitting from a rebound in oil demand, strong 
investment and new production from recent years' industrial expansion. Due 
to an 11 percent decline in oil production in year 2534 =’, Iran's GNP 


increased by only 4.9 percent, modest for Iran, although its non-oil sector 
increased by about 20 percent. In 2535 all sectors are posting gains and 

the GNP should increase by about 11.5 percent, a rate within the Government's 
target for the Sixth Plan (1978-1983). A lower than expected import activity 
has altered estimates of external accounts and both current account and 

basic balances should register significant surpluses. But Iran's incipient 
inflation has returned and threatens the Government's attempts to establish 
post-boom economic disciplines. Anticipated imports and Government invest- 
ent medium-term growth at real rates of 12-18 and 20-25 percent respectively, 
provide good commercial prospects for the U.S., Iran's number one supplier. 
Few new development projects are expected to be announced before March 1978, 
the beginning of the Sixth Plan. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


Macroeconomic Situation 


In late 1976 the Iranian economy is anticipating the impact of revenues from 
recent record-level oil production. This single factor, in an economy in 
which oil plays a dominant if gradually diminishing role, will resolve the 
earlier projected budgetary deficit and add to foreign exchange reserves. 
Iran's 4.9 percent real GNP growth last year (2534), quite respectable by 
world standards, was low due to an 11 percent decline in the oil sector's 
production. The non-oil sector continues to post strong growth and with 
anticipated real growth. in the oil and agricultural sectors. of 6 and 5 per- 
cent respectively, should raise GNP growth to some 11.5 percent in 2535. An 
unexpected resurgence of inflation raises our GNP forecast in market prices 
to $66.3 billion ($1890 per capita), up 24 percent, with an implicit deflator 
of 12.5 percent. 


Iran's growth is now fueled by its industrial-mining-construction and service 
sectors, which in 2534 accounted for 18 and 34 percent of the GNP respectively. 
Value added in these sectors is expected to increase 18 and 16 percent in 
constant 2533 values respectively, rates somewhat lower than the 22.6 and 
20.0 percent posted in 2534. The visitor to Iran can visually confirm the 
spectacular growth in construction, which in the June quarter posted a 63 
percent increase in real terms. Viewed from the expenditure account, 
consumption expenditures, accounting for 63 percent of all expenditures, 
increased 13.7 percent in real terms in 2534 and are moderating this year. 
Fixed capital expenditures real growth, up 72 percent in 2534 (106 percent 

in plant and equipment, 158 percent private sector), remains strong as indi- 
cated by a doubling of investment in new industries in the June quarter and 


A/Yearended March 20, 1976. Current year 2535ends March 20, 1977. 
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a 58 percent increase in loans by development banks to industry in the March- 
September period. National savings declined by 10.9 percent in 2534, in 

part due to a $700 million loss in terms of trade, but still equalled 36 
percent of GNP, 30.3 percent if only gross investment is considered. 


Structurally, the Iranian economy moved in 2534 towards a greater reliance 
on imports, whose share of total supply increased to 26.9 percent. Although 
this relative reliance is expected to decline, especially since the total 
supply real growth target for 2535 is 16 percent, it still reveals the con- 
tinuing gap between effective demand and domestic supply. Nowhere perhaps 
is this more in evidence than in the agricultural sector. Iran's struggles 
to overcome environmental and structural factors and feed its growing and 
more affluent population are frustrating and its self-sufficiency in food, 
now about 70 percent, is actually declining. Inventory data are unavail- 
able, but one concludes that the only explanation for current growth at the 
aforementioned rates in the face of moderating imports is a drawing down of 
inventories and goods in pipeline. 


Fiscal Developments 


The Government's financial data for the first half of 2535 (March - 
September) confirm its use of fiscal policy in demand management. Total 
Government payments were up only 5.7 percent with receipts up a modest 0.7 
percent. Given a return to double-digit inflation, an increase in current 
expenditures of only 14.8 percent is notable. Royal commissions on corrup- 
tion and efficiency (anti-waste) and reduction in civil service positions 
attest to the Shah's repeated calls for greater productivity and cost 
effectiveness. But the 13.1 percent increase in capital expenditures lags 
considerably behind the 34 percent increase in the capital (development) 
budget, perhaps a reflection of a new resistance to disburse in the face 
of continuing bottlenecks. 


In 2534 the Government's current and capital expenditures increased 27 and 
51 percent respectively and the ratio of current to capital expenditures 
declined (68 to 64 percent) for the first time in recent years. Last year's 
budget surplus may be Iran's last for some years; it is now moving into a 
net borrower position internationally, an action if for no other reason 
necessitated by its continued high level of foreign investment and assist- 
ance - $3.0 billion in 2534 and an estimated $2.0 billion in 2535. 


While revenues from oil increased only 3.5 percent in 2534 (even with 13 
monthly payments by the consortium), those from taxation increased 72 per- 
cent and for the six months March - September were up 63 percent, led by 
direct taxes, up 73.4 percent. A tax reform has been promised and a US/ 
Iran double taxation treaty is pending. As of late September, the Govern- 
ment's current fiscal surplus was about $200 million. It is determined 


to hold the line on current expenditures and avoid a deficit and floating 
debt. 





Foreign Trade and Balance of Payments 


Mid-2535 year balance of payments data reveal a number of unexpected devel- 
opments. Contrary to earlier predictions of import growth at less than half 
the 77 and 50 percent rates achieved 2534, customs and payments basis respec- 
tively, imports were down 10.7 percent payments basis, yet up 41.5 percent 
customs basis, the difference substantiating the expected swing from cash to 
credit terms. The latter growth moderated to 22.4 percent by the seventh 
month. Assuming a seasonal factor of higher-level private sector imports 

in the last four months of 2535 and a recurrence of the public sector end-of- 
year "catch-up" payments, an 8 percent increase in import payments is anti- 
cipated for 2535, with an 18 percent increase in imports for 1976, customs 
basis. It appears that add-on costs to imports due to demurrage and sur- 
charges may be declining at least relatively, as some improvement in port/ 
customs conditions has occurred. On the revenue side it is expected that 

oil will account for its usual 85-88 percent of total receipts; for 1976 oil 
revenue of $20.9 billion is expected, up 11.3 percent. Non-oil exports 
declined 7.6 percent in 1975 and remain weak, principally for lack of cost 
competitiveness and high domestic demand; a modest 2 percent increase is 
projected for 1976. 


Principally as a result of a decline in import payments, the current account 
built a $1.8 billion surplus by mid-2535 (Sept. 22) and a basic balance of 
over $900 million. For 2535 the current account surplus could reach last 
year's level of $3 billion, more than compensating for the capital account 
deficit and build reserves through a basic balance surplus of say $600 mil- 
lion. Significant variables, e.g. actual receipt of oil revenues, growth 
in import payments, external borrowings and foreign assistance, qualify 
these projections. Current account invisibles are dynamic and any increase 
in a projected $1 billion net service deficit will erode the anticipated 
surplus. Owing to a moderation in import growth and even if the price of 
oil is unchanged, Iran should achieve a current account surplus of about $1 
billion in 2536. It will borrow externally in order to maintain reserves, 
currently equal to about five months' imports. 


Inflation and Monetary and Price Policies 


Hopes were high that Iran's incipient inflation could be arrested this year. 
Prices of imports were virtually constant; the import component of the 
official Wholesale Price Index increased but 3.6 percent in 2534 and actu- 
ally declined 1.9 percent in the year ending July 22. Price controls based 
on January 1974 prices and fixed profit margins (20 percent to the domestic 
producer and 15 percent to the importer) braked inflation in 2534 to an aver- 
age 9.9 percent for the year (5.0 percent end of year). But predictable mar- 
ket distortions occurred; shortages and an accompanying black market devel- 
oped. By late September, the Consumer Price Index was up 14.7 percent on the 
year and up 9 percent on the average for the last six months. A combination 
of demand pull and cost push (e.g., wages and rents running at annual increases 
of 35-50 percent) is producing an expected inflation of 16-18 percent in 2535 





6. 
and offers little prospect of significant price stabilization in 1977. 


The Government's price control policy continues, but with less apparent zeal 
and more flexibility. The enforcement focus seems to center on major house- 
hold items, not on services and luxury goods. An attempt is being made to 
apply base or unit prices (for services and goods) to Government contracts. 
But demand management is no longer exclusively dependent upon price controls; 
of late, fiscal policy is being employed, but the apparent run-away sector is 
the public enterprises. Had inventories not been high and had bottlenecks 
been less of a problem, inflation would have been worse. As it is, many 
banks have already reached their credit or leverage (15:1, loans to capital) 
ceilings despite a healthy, general trend towards increasing capital. 


The increase in private sector liabilities, seen in approximately 100 per- 
cent increases in credits for construction and industry in the June quarter, 
is accelerating liquidity growth to at least a 40 percent level for the year. 
In the first six months of 2535 it increased 19.4 percent, compared with 

15.5 percent in 2534. Likewise, a private sector credit expansion limita- 
tion of 25 percent is seen as unrealistic with a growth of 20 percent in six 
months. The Central Bank is to raise the discount rate one percentage point 
in a further attempt to contain demand pressures. A 30 percent, non-interest 
bearing reserve requirement applies to short-term external borrowings but the 
high effective cost of local borrowing still induces some inflows of Euro- 
dollar or surplus European currencies. Long-term foreign borrowings are sub- 
ject to Government approval and are usually limited to capital projects. A 
result of the smaller than anticipated foreign exchange gap this year is a 
reduction in long-term official and development bank external borrowing from 
a projected $2 billion to a little over $1 billion. 


Problems and Prospects 


Iran is still suffering from "economic indigestion."' Government revenues and 
expenditures increased 163 percent in 2533 with real net national income in- 
creasing 43 percent that year. Capital formation increased 72 percent in 2534, 
the following year, and imports increased 77 percent in both 2533 and 2534. 

As can be expected, growth has not been balanced, waste has been extensive 

and physical and social infrastructure has lagged considerably behind objec- 
tives. But one must view the Iran of even a decade ago to appreciate both 

the progress achieved and the source of the "boom town" characteristics 

which so often frustrate work and life. 


The ports and roads are still congested, but a more moderate economic growth 
rate is an ally with development projects in resolving these bottlenecks. 

In fact, while congestion in customs seems less changed, waiting times at 

all Persian Gulf ports are less now than a year ago. In the principal port 

of Khorramshahr, the ships' pre-disembarkation wait averages about one month, 
compared with four months in late 1975. The wait at Bandar Shahpur runs 

from 40 days to four months; at Bandar Abbas, about one week. Terrestial 
transport suffers delays at both Soviet and Turkish border points and a still- 


pending transit tax dispute with Turkey results in Iranian trucks paying the 
higher tax. 
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Other significant bottlenecks include inland road transport, power, hous- 
ing, telephone and labor. Our 1975 report discussed the deferral of many 
highway projects because of physical and financial constraints. In many 
respects, the Sixth Development Plan will endeavor to fulfill the overly 
optimistic objectives of the Fifth Plan. Included is relief to the cur- 
rent undersupply of power which crimps industrial development and, one 
thinks, sustains the candle business in Tehran. Middle and low cost hous- 
ing is in critical short supply and housing objectives are far from being 
met. This pressure in turn fuels land/housing costs and rents and indirectly 
the wage spiral. The waiting list for telephones is some 200,000 with a 
reported 15,000 added monthly. All the aforementioned are addressed in the 
development plans. The labor bottleneck is perhaps the most intractable 
one and will require much time and human resources to resolve. It appears 
that Iran's brain drain may have stopped if not, in fact, been reversed. 
But schools and universities are still inadequate to meet the country's 
needs and foreign education will be a significant complement for the fore- 
seeable future. 


The Sixth Development Plan is being formulated and must be presented to 
the Parliament by August 1977. Its known objectives include annual aver- 
age real GNP growth rates of 10-12 percent, an altered supply profile to 
avoid a serious foreign exchange gap and balanced, regional and spatial 
development. Emphases include the removal of bottlenecks (three to four 
year estimates for major solutions) and development of social infrastruc- 
ture (health, labor and education). Favored sectors will be petrochemical, 
iron/steel, power and machine tools. 


B. IMPLICATIONS FOR THE UNITED STATES 
Trade and Investment Situation 


There are no new Iranian import data by country and commodity since the 

last report, but major suppliers’ export data show considerable differences 
relative to Iran's 43.4 percent non-military increase and -3.6 percent total 
import payment decline in the first nine months of 1976. US exports to Iran, 
at $2.0 billion, are off 17 percent while US imports from Iran, at $1234 mil- 
lion, are up 12 percent. Exports from Japan, number three supplier, are 
experiencing a decline similar to the US, whereas exports to Iran from West 
Germany and France (second and fifth) are up 13-19 percent this year. Lack- 
ing a commodity breakdown, we suspect that the US decline relates to mili- 
tary items, although US cereals exports are lower owing to a good Iranian 
wheat harvest. Whether this trend will result in the US losing its recently 
won number one supplier position (19.8 percent in 1975) is not yet known, 

but German and French firms are highly competitive as regards the important 
factor of trade credit. Large volume and high value sales lay chiefly in 
Iranian Government procurement programs and development projects; to secure 
contracts in this- area virtually requires in-country promotion, negotiation 
and service. 





In the year after foreign investment in Iran was jolted by the effects of 
three new economic policies--mandatory sale of 49 percent of industrial 
shares to workers and the public, 15-25 percent ceilings on foreign equity 
in joint ventures (depending upon the sector) and price controls--Iran has 
made news with its outward investment in Europe (25.01 percent of Krupp) 
and in the US (finance, real estate and the aborted Occidental Petroleum 
courtship). The Shah recently affirmed the logic of two-way investment 
and did much to calm latent fears that Iran will reinstitute exchange 
controls. The aforementioned policies, however, continue to cool foreign 
investment to the point where any concluded joint venture is newsworthy. 
Of 197 foreign joint ventures registered by the Government, the US with 

45 accounts for the most, followed by the UK and Germany (27 each) and 
Japan (20). 


Impact of Policies and Development Plans 


The last report noted that Iran's economic growth rate had moderated but 
still held bright prospects for sustained growth at 8 to 12 percent annual 
rates. The non-oil and oil sectors have received huge capital inputs in 
recent years and the product is only now beginning to be seen. Iran, 

quite logically after a boom period, is consolidating and rationalizing 

its commercial practices, laws and rules of the game. We are in that 

period now where these maturing efforts cause pain and pleasure, and 
patience is required by all parties. What is expressed as an ideal is 

not always what is really desired. Efforts to eliminate waste and corruption 
may make the bureaucracy even more cautious in terms of decision making 

than is now the case. Delays in payments are not uncommon. It is of some 
encouragement to see economic policies tried and modified to meet reali- 
ties. The salient feature of many Iranian commercial policies is that 

they are not embodied in law and are susceptible to negotiation and adapta- 
tion. Factors most mentioned as causing business uncertainty are labor, 

tax and price policies, all of which are in evolution; the industrial share 
sale program and joint venture equity ceilings, which are being applied with 
general consistency; and slow payments by government entities. The Govern- 
ment's attention to cost effectiveness and scrutiny of contracts, coincident 
with resurgence of inflation, suggest close attention to cost estimates in 
contract negotiations. 


Commercial Prospects 


The US-Iran Joint Commission embraces economic, commercial and cultural 
cooperation across a broad spectrum. The third meeting of the USIRJC in 
August 1976 reviewed commitments of previous meetings and established 
specific goals for US--Iran cooperation in dry farming, forestry, animal 
husbandry, health care, education, vocational training, food and medicine 
control, civil aviation, seismic studies, and oceanography. Cooperative 





projects have already brought American technicians from the Food and 
Drug Administration, Department of Labor, and the Department of Commerce 
to Iran. Resident technical experts from the Federal Aviation Admini- 
stration and the Department of Agriculture are expected during 1977. 


Prospects for exports through major project contracts, commodity sales 
or services are good for the competitive, diligent businessman. Import 
growth should continue strong, say in the 12-18 percent range; the 
development budget should continue to increase annually at rates around 
20-25 percent. Iran's credit is good and its oil-based foreign exchange 
earnings provide a solid environment if the more prudent economic man- 
agement can be sustained. Too often businessmen expect from this large 
market a plethora of international, open tenders. This is seldom the 
case; closed tenders and negotiations are more common and hence our 
recommendation for close pursuit of prospects by frequent visits to 
Iran. 


Projects already initiated under the Fifth Plan have stretched Iran's 
absorptive capacities and there is little expectation of new project 
announcements before the Sixth Plan (March 1978); even then, much of 

the Sixth Plan will be a restatement of Fifth Plan projects. The fol- 
lowing highlights some near-term prospects, by sector: Housing: Oppor- 
tunities exist for prefab housing sales mainly through a license or 

joint venture arrangement with the private sector. The municipality 

of Tehran plans to develop a new town within Tehran called Shahestan 
Pahlavi in which private developers will take title to land and build 
apartments, shopping centers, etc. Inquiries can be directed to the 
Office of the Mayor of Tehran. Hospitals: The Ministry of Health and 
Social Welfare has planned twenty-four hospitals, all in the 400 to 600 
bed range. Twelve are in the design phase and the remainder are unawarded. 
These latter twelve may be let to international consortia provided financ- 
ing is arranged. Opportunities for hospital equipment sales still exist 
relative to all twenty-four hospitals. The Ministry of Housing is spon- 
soring a tender for a number of health centers and clinics. Ports: All 
new ports envisaged have been awarded; however, the ground infrastructure 
projects for Bandar Shahpur are in prequalification phase and the Bandar 
Bushehr development has been postponed, probably to the Seventh Plan. 
Railroads: Double electrified track construction for four railway pro- 
jects should be tendered in the next year or so; design contracts have 
already been awarded for three of these projects. Expressway Construc- 
tion: Tenders for construction of the following expressways may be 
announced before March 1978: The Arak/Andimeshk road, the Tehran ring 
road, the Bandar Shahpur/Khorramshahr/Ahwaz road, and the Bandar Abbas/ 
Sirjan road. Communications: The infrastructure for the GTE project has 
already been tendered and bids are in. The American Bell study on Iran's 
communications needs is to be completed prior to the Sixth Plan and may 





lead to new projects for inter-city and international communications. 

Tehran Airport: The construction tender is expected in the spring of 

1977. The estimated value is about $1.3 billion and involves parallel 
runways of 4000 meters. 


Details concerning these projects as well as others, such as in the 

oil, gas and petrochemical industries (see Tehran's Petroleum Industry 
Outlook Report) are contained in Embassy reports and are available from 
the Department of Commerce or the Embassy's Economic/Commercial Section. 


Available by subscription from the Superintendent of Documents, GPO, Washin 
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